CALIFORNIA PUBLIC EMPLOYEES' RETIREMENT SYSTEM
STATEMENT OF INVESTMENT POLICY

FOR
DIRECTED BROKERAGE ARRANGEMENT

February-19,20023une-16,-2006August 14, 2006

This Policy is effective immediately upon adoption and supersedes all previous

| directed brokerage policies. No-previous-directed-brokerage-arrangement-exists:

PURPOSE

This document sets forth the investment policy (“the Policy”) for-the Directed
Brokerage Arrangement (“Arrangements”). The design of this Policy
ensures that investersment —managers_r—eensultants—or other participants
selected by the California Public Employees’ Retirement System (“the

System”) take prudent and careful action while manraging-participating in the
Arrangements. Additionally, use of this Policy provides assurance that there

is sufflClent erXIblIlty Wﬂm

STRATEGIC OBJECTIVES

The strateglc objectlve of Ihe_dmeeted—bpeke#age—aﬁangements

RESPONSIBILITIES AND DELEGATIONS

A. The System’s Investment Committee (“the Investment Committee”)
is responsible for approving and amending the Policy. The Investment
Committee delegates the responsibility for administering the
Arrangement to the Fiscal Services Staff through the Delegation of
Authority (Delegation No. 95-101).
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B. The System’s Fiscal Services Staff’'s (“the Fiscal Staff”) duties
include, but are not limited, to the following:

1 . . . :
@Wr I ; I l;e.,e_lepn;ng and

2. Maintaining a procedures manual subject to periodic reviews
and updates that outline Fiscal Staff operational procedures

used-inimplementing-this Policy,

. liatel | . 1L violat T

Copyright © 2882-2006 by CalPERS. Reproduction of any part of this manual is permissible if
reproduction contains notice of CalPERS' copyright as follows: "Copyright © 2002-2006 by CalPERS".



DIRECTED BROKERAGE ARRANGEMENT 3o0fl17

Additions - The System shall authorize the use of
brokerage firms either—that —have —eitherfunded
purchases-of services/products-in-the-past-or-that have
expressed an interest in deirg-separticipating and_that
are deemed to add value and choices to the System’s
managersavailable brokerage firms. The brokerage
firms must be capable of providing trade transactions
on a “best execution” basis. Brokers may-shall be
added upen-anpursuant to a written agreement between
MMI | f_ initiated | ccal

(1)  The level of commissions generated,_and;-

(2)-  Relative ranking compared to other participating
brokers.
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V.  GENERAL —TFhe System-operates-a-directed-brokerage-arrangement
as-defined-below-

A. Directed Brokerage Arrangement: An arrangement whereby

moeneyinvestment —manager trading is executed through a specific
broker (or a limited-ist-of-list of participating brokers) for the benefit of
the System. In exchange for having its investment managers direct
frades to a specific brokerdirecting-trades-to-a-specific—broker, the
System receives a benefit from-the-broker—in addition to execution

serwces Directed—brokerage —arrangements—include —rebates;
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V. POLICY

The System recognizes that the generation of commissions is inherent to the
trade execution function of the investment process. BDirected-brokerage
isArrangements are a widespread industry practice amengpensionplans-to
recover, recapture and use a portlon of comm|SS|ons QMM

Copyright © 2882-2006 by CalPERS. Reproduction of any part of this manual is permissible if
reproduction contains notice of CalPERS' copyright as follows: "Copyright © 2002-2006 by CalPERS".



DIRECTED BROKERAGE ARRANGEMENT 9o0f17

B. Service-ApprovalFermExternal Participants
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g-Cc. Manager’s Level of Participation in Other Clients’
Directed Commission Programs,

If a manager is not directing-brokerageparticipating in
Arrangements for other clients and is forced to do so

only for CalPERS, there is a risk of disrupting their

trading style and process. Forcing a manager to direct
trades on behalf of CalPERS when the manager does
not direct that-deesnet-directfor others is potentially
detrimental to CalPERS’ execution because the other
clients’ trades will be placed first in the queue to be
executed. Whereas;lf CalPERS’ trades will be placed
second in the queue, which—will-leadto—a—less than
desirable execution will result since the market will have
likely been impacted by the first trade.

2. Managers - Reporting

The System’'s Eexternal Meney—Managersinvestment
managers shall submit a monthly report to the System’s Fiscal

Services Division and Investment Office no later than the 15"
of the following month. This report shall be for all activity in the
previous calendar month, directed brokerage commissions
and all other commissions. Managers shall pre-reconcile with
brokers prior to reporting to the System.
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3. Brokers - Reporting

The System’s participating Brokers—brokers shall submit a
monthly report to the System’s Fiscal Services Division_and
the Investment Office no hter than the 15" of the following
month. This report shall be for all activity in the previous

calendar month, directed-brokerage-commissions recaptured

and all other commissions. Brokers shall pre-reconcile with

managers—investment managers prior to reporting to the
System.

4. Broker Termination

Upon m&termlnatlon
notice, the broker shall promptly discontinue all services
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H .
Adopted by the Investment Committee: August 14, 2006
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